Abstract:
Despite the oft-heard claims that current generations are stealing from future generations by running fiscal deficits, both theory and evidence suggest that this is either not true or not knowable. Intergenerational justice is not an appropriate lens through which to analyze fiscal issues, because there is no obvious starting point from which to build a moral consensus about whether current generations owe anything at all to future generations -and even if we do believe that we owe something to future generations, no one has offered a useful method by which we can determine whether we are doing enough for our progeny. Moreover, if we believe that future generations should be made better off than current generations ("I want my kids to be richer than I am."), even pessimistic forecasts indicate that future generations will be much wealthier than current generations, meaning that we are already being quite generous to our children and grandchildren.
In addition, the recent significant decline in our economic prospects does not argue for a more contractionary fiscal policy in light of concerns about future generations. In fact, when times are bad, there is no conflict between the interests of current and future generations. Spending by the government helps to improve the economy, which encourages businesses to invest in future productivity. This virtuous cycle is even stronger if the government's spending is itself used to invest in future productivity.
When the economy appears to be crumbling around us, should we change the way we think about present versus future needs? In a symposium that I organized in October 2008, the panelists (including a strong critic of current and projected levels of deficit spending) all agreed that the widely-held notion that current generations are being somehow unfair to future generations through profligate fiscal policy (especially the supposed problem of "runaway entitlements") is neither an accurate nor useful way to analyze fiscal policy. While there is reasonable disagreement about taxing and spending priorities, it is at least true that no one's arguments are advanced by suggesting that "we are cheating our grandchildren."
Events have a tendency to overtake scholarship, however, and the economic crisis that intensified in late 2008 and early 2009 has caused many analysts and commentators to reconsider their views on how the economy works and the appropriate government policies going forward. As it turns out, however, U.S. politicians' insistent use of the rhetoric of generational justice is even less meaningful in the current crisis.
The interests of future generations and current generations are actually now in harmony rather than requiring tradeoffs.
The rhetoric of generational justice is, nevertheless, a staple of American politics.
Every day, it seems, brings more examples of politicians and policy advocates justifying their arguments by referring to "our children and grandchildren." For example:
"The biggest risk we Americans face to our way of life and our place in the world probably doesn't come from Al Qaeda or the Iraq war. Rather, the biggest risk may come from this administration's fiscal recklessness and the way this is putting us in hock to China. … America's fiscal mess may be even harder to write about engagingly than Darfur, because the victims of our fiscal recklessness aren't weeping widows whose children were heaved onto bonfires. But if you need to visualize the victims, think of your child's face, or your grandchild's. President Bush has excoriated the 'death tax,' as he calls the estate tax. But his profligacy will leave every American child facing a 'birth tax' of about $150,000. That's right: every American child arrives owing that much, partly to babies in China and Japan. No wonder babies cry." 1 Notwithstanding such overheated rhetoric, prior to the current crisis the prospects of at least the "average" members of future generations were quite good. Even under the most pessimistic long-term scenario (based on assumptions that imply historically anemic levels of economic growth for the next 75 years), the average income per capita of those being perpetrated by the current generations that is both harmful -"fiscal child abuse" -and unfair.
To his credit, NYU law professor Daniel Shaviro has not engaged in this kind of over-the-top rhetoric. Instead, he has couched his remarks in the conditional tense appropriate to policy analysis: "Indeed, if one of the goals of reform is to reduce the financial burden on future generations by reducing the consumption (increasing the saving) of the current generation, then financing a gradual transition to personal accounts through higher taxes or reduced spending is an effective way to achieve this goal."
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Professor Shaviro has on occasion, however, adopted a less neutral tone: "The Bush administration's policy of sharply cutting taxes while increasing government spending is both misguided and harmful.
[I]t in fact increases the government's distributional intervention by handing money to current voters at the expense of younger and future generations." 18 Also: "This author has argued elsewhere that the impact of the current fiscal policy on future generations is unjustifiable."
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Even so, Shaviro now agrees that the debate should not be about whether we are cheating future generations:
The chief harm, however, is not the one perhaps most frequently voiced -that of unfairly burdening future generations relative to current ones. The pervasive uncertainties that undermine efforts to specify an optimal policy of inter-generational distribution make it hard to conclude with any confidence that too many dollars are being shifted from them to us, rather than the right amount or too few.
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We should thus set aside the concern that current generations are being unfair to future generations, either because we view the likely inheritance of future generations already to be adequate or simply because we cannot agree on how to assess fairness or unfairness between generations. have noted elsewhere the weaknesses in the forecasts of long-term fiscal unsustainability. 21 For present purposes, there is no need to revisit that debate, although I will note that there is at the very least no reason to think that we need to balance the budget in the conventional sense of that term. When the economy is in a serious downturn, however, the story becomes quite different. Crowding out is no longer relevant, because there are idle plants and workers, and the government is thus not competing with private actors for financing or for real resources as it puts in motion its spending projects. The major concern is to prevent idled resources from becoming unusable (both machinery falling into disrepair and people becoming physically and emotionally damaged by the consequences of unemployment) and to put the economy back on a path that will allow current generations to invest as much as they wish in future productivity.
Not only is there unlikely to be any crowding out of private investment by government deficits, but the evidence shows that government efforts to bring the economy out of recession creates a virtuous cycle by which more government spending leads to more private investment rather than less. "Crowding in," as it is called, applies directly to the situation that we currently face. 26 The idea behind this theory is that economy is weak, because there are no customers to buy the goods that businesses are already producing. If the government changes the direction of the economy, however, the result is that businesses are encouraged to invest more in productive capital, which
gives further momentum to the economy. 27 Empirical estimates have shown that this effect can be quite powerful, and the effect is strongest on investment in equipment, which is one of the most productive types of private investment (and thus the most advantageous for future generations).
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In short, when the economy is weak, the case for government spending (that is, deficit-financed spending) becomes stronger not only for the good of current generations but for future generations as well. The stimulus encourages economic activity now, and that activity encourages firms to invest for the future. This benefit to future generations can be stronger still if the government spends its money on projects that are themselves likely to improve future living standards. Spending money to hire more teachers, to increase funding for basic research, to build advanced communications and transportation networks, and to upgrade existing infrastructure all put people back to work in the immediate term and create both human and physical capital that will benefit future generations. There is, again, no intergenerational conflict. If the answer to that question is even a qualified yes, then the current situation at least suggests that we could feel less guilty even if we thought that our actions to fight the downturn might make our grandchildren less rich than they will otherwise be.
Fortunately, because the government's stimulative actions both directly and indirectly will improve the outcomes for all generations, there is no need to wonder just how generous we might be in a similar situation.
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U.S. Bureau of Economic Analysis, National Income and Product Accounts, There are, of course, prudential reasons why we might want to change our fiscal policies, chief among which is the possibility that we are on an unsustainable path.
While there is disagreement about the validity of the forecasts that make our current policies appear to be unsustainable, it is important to determine what is and is not responsible for long-term deficits. Notwithstanding the common claims about "greedy seniors," the problem is not Social Security, and the Medicare problem is not due to excess generosity toward older citizens but rather to unsustainable trends in health care costs overall.
Conclusion
Should the recent dramatic darkening of our economic situation cause us to be more concerned about the effects of deficit spending on the economic interests of future generations? Should the necessity of large fiscal stimulus bring forth concerns that fighting the recession will impoverish our children and grandchildren? The short and happy answer to these questions is no. Fighting the recession will encourage more private investment spending, not less. Moreover, if we fight the recession by engaging in public investment in education, research, and other forms of human and physical capital, we will make future generations richer still.
Even so, we might be doing some things that involve the equivalent of asking for help from our grandchildren. Fortunately, if we do the right things, our grandchildren will be rich enough to be more than happy that we were able to help ourselves emerge from the current crisis with their help.
